THE INFLUENCE OF EQUITY OWNERSHIP TOWARDS LEVERAGEIN MANUFACTURING COMPANY LISTED AT THE INDONESIAN STOCK EXCHANGE FOR 2005-2008 by Nurazi, Ridwan et al.
1 
 
THE INFLUENCE OF EQUITY OWNERSHIP TOWARDS LEVERAGE 
IN MANUFACTURING COMPANY LISTED AT  
THE INDONESIAN STOCK EXCHANGE FOR 2005-2008 
By: Ridwan Nurazi 




 This research investigates the influence of ownership structure towards firms’ 
leverage in the magnitude of firms’ growth opportunities (high growth and low 
growth opportunities). According to free cash flow hypothesis, leverage is used by 
manager as an instrument to reduce the overinvestment. The leverage and the 
ownership structure can also be used as a control mechanism in affecting the 
financing decision. There are 24 manufacturing companies used as sample in this 
research. Those companies should have managerial ownership or institutional 
ownership during 2005-2008 and should be listed in the Indonesian Stock Exchange 
during that time. 
 In the methodology, hypothesis testing is used in this research. The data are 
analyzed through multiple regression analysis using SPSS (statistical package for 
social science) for Windows Version 15. The variables analyzed are managerial 
ownership, institutional ownership, size, fixed asset, R&D expenses, growth, interest 
tax credit and net operating loss towards debt or leverage. Simultaneously, using F-
Test, there is a significant influence between independent variables with dependent 
variable (leverage) in high growth firms and low growth firms. Partially, the result 
shows that there is no causal or influence relationship between ownership structure 
that consists of managerial ownership and institutional ownership towards leverage at 
the companies with high growth opportunities and the companies with low growth 
opportunities. In high growth firms, only variables fixed asset and size have 
significant influence towards leverage. In low growth firms, variables growth, fixed 
assets, and size have significant influence towards leverage. 
Key words: ownership structure, leverage, growth opportunities. 
 
I. INTRODUCTION 
 The bigger the firm growth, the bigger the fund required to cover the firm 
activities. Debt is one of sources of funds to cover the fixed cost fund (Gitman, 2007). 
Sartono (2001) said that the use of debt should be managed neatly in order to have an 
extra benefit that bigger than fixed cost of fund it self. Thus, when this happened, the 
profit of the stockholders improved. 
 Brigham and Gapenski (2000) mentioned there are some reasons the firms use 
debt as a source of funds, namely: debt can reduce the firms’ tax expenses, the firm 
does not have to share its profit to the creditor, and the creditors do not have the 
voting rights, so that the firm can improve its strategy freely. Besides, the 
improvement of debts may give a positive impact to the firms’ value through the rise 
2 
 
of stock price. The firm ability to manage its obligation shows that the firm 
performance is good. This may improve the public trust to the company. 
Jensen (1986) warned us that debt is also risky. The improvement of debts 
may lead the firm to the financial distress or even bankruptcy. When the firm can not 
pay the interest and the initial debt, the firm faces the financial liquidity. This means 
that fund or debt management is important because it relates to the going concern of 
the firm and the future of stockholders existence. The important variable in studying 
capital structure is not only depending on debt and equity, but also to the percentage 
of managerial and institutional ownership (Jensen dan Meckling, 1976). 
 Managerial ownership will equalize the manager and the external 
stockholders interest. With the managerial ownership, manager will have a control to 
the firm (Jensen, et all, 1992). Institutional ownership, as monitoring agents will push 
and improve the quality of optimum control towards management performances. 
(Moh’d, et all, 1998). So, the existence of institutional investors in the firm will have 
a negative relation to the firm’s debt. The bigger the percentage of institutional 
ownership in the firms will improve the effectiveness of monitoring activities. This 
may control the opportunistic attitude of the managers, and will push the manager to 
reduce the debt optimally (Bathala, et all, 1994). 
 Managerial and institutional ownership may influence the way to obtain funds 
whether trough debt or right issue. When the fund is obtained through debt means that 
debt ratio to the equity is improving, thus will improve the risk. Research regarding 
the relationship between stockholder structure and capital structure has been done by 
many researchers. In their research, they mostly use managerial ownership as 
stockholder structure, and found out the different results. Agrawal and Mendelker 
(1996) and Mehran (1992) found out the positive relationship between managerial 
ownership and debt, while Friend and Lang (1988) and Jensen et all (1992) found out 
the negative relationship between the percentage of managerial ownership with debt. 
Moh’d et. all (1998) showed that external ownership (institutional) and internal 
ownership (managerial) have a significant influence and have a negative relationship 
with leverage. Bathala et all (1994), showed that institutional ownership have a 
significant and negative relationship to the leverage and managerial ownership. 
 Jensen (1986) in his reaearch found out that over-investment problem caused 
agency conflict mostly happened to the firm with low grade development with less 
investment and has positive net present value (NPV). The use of debt in reducing 
agency cost is more effectively done to the firm with low grade development. This 
result is also similar to the Moon and Tandon (2007) research that investigate the 
relationship between ownership structures towards leverage using development 
opportunity as a control variable. Their research showed that there is a significant 
relationship between ownership structures towards leverage in the company that has 
low grade development opportunity. This research supported previous research that 
mentioned the company with high growth opportunities has many choices in real 
investment in the future (Myer, 1977). The company with high growth opportunities 
is more flexible in doing investment. So that, in knowing the rate of firms’ growth 
opportunities, the decisions regarding the source of funds combination needed more 
accurate and precise. This research will evaluate the influence of equity ownership 
towards leverage. 
 Specifically this research investigates a. the influence between managerial 
ownership and leverage, b. the influence between institutional ownership and 
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leverage, c. the influence between performance and leverage, d. the influence between 
growth opportunities and leverage, e. the influence between fixed assets and leverage, 
f. firm size and leverage, f. the influence between R&D expenses and leverage, g. the 
influence between ITC (interest tax credit) and leverage, and h. the influence between 
NOL (net operating loss) and leverage. 
 
II. THEORETICAL FRAMEWORKS AND HYPOTHESIS DEVELOPMENT 
The relationship between Managerial Ownership and Leverage 
 Managerial ownership shows the multiple role of the manager namely as 
stockholder and manager. As a manager and stockholder, manager will supervise and 
guide the firm in order to be keep healthy, productive, and avoiding from financial 
distress and bankruptcy. Financial distress and bankruptcy will reduce the manager 
incentive as a manager, and will reduce his stock return as a stockholder. One way to 
reduce this risk is by reducing debt rate (Friend dan Lang, 1988). Mehran (1992), 
used various variables in seeing the relationship between ownership structure and 
capital structures. In his research, he used manager, outside board members, 
individual investors and institutional investor, growth opportunities, collateral value 
of assets, and business risk as his variables. The rise of managerial ownership cause 
the insider more carefull in using debt, and tend to ovoid opportunistic behavior, since 
they will face the consequence of their action, this may lead them to use low rate debt. 
 
The relationship between Institutional ownership and Leverage 
 Before investing its fund to the company, institutional investors usually 
consider how much return they will get of investment done. So that, institutional 
investors will pay more attention to the performance of management in managing the 
company. The decision made by management related to debt, risk and return become 
a main focus of institutional investors.  
 Chen and Steiner (2002) found out that institutional ownership is a proxied of 
leverage in reducing agency cost. They showed that leverage, managerial ownership 
and dividend changed simultaneously and had a positive relationship. Cruthcley et all 
(1999) also showed that institusional ownership is considered by leverage. This also 
means that there is a relationship between institutional ownership and capital 
structure. Grier and Zychowicz (1994), explained that institutional investor can 
replace the role of debt in monitoring the managerial performance. The bigger the 
percentage the institutional investors have the more effective monitoring activities, 
and the less opportunistic activities the managers do. This will lead the managers to 
reduce debt optimally (Bathala, et all, 1994). On the other hand, Hoskisson et all 
(1990) found out that the institutional investors will reduce the R&D expenses, and 
this will stabilize and improve short term profit. Besides influencing by equity 
ownership, leverage is also influencing by the following factors: 
 
a) Performance 
The firm performance can be seen through it financial statements. To measure the 
effectiveness of firm operational performance is using profitability ratio. To measure 
the investment return from assets used is using return on assets ratio (ROA), and to 
measure the investment return from equity is using return on equity ratio (ROE). 
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These two approaches compare directly net profit with total asset or equity in 
obtaining return (Gitman, 2007). When the company has a high ratio, this means the 
firm performance is good, and vice versa. When the ROA is low, it probably the 
company can not achieve high profit, and has a high interest because of high debt. 
The company which has high profitability tends to hold the dividend distribution in 
order to have high internal source of funds. This is one way to put off the use of debt 
that relatively high risk comparing to internal fund (Jensen, et all, 1992). 
 
b) Growth Opportunities  
The growing company has an opportunity and ability to make an investment project 
with better return compare to cost of capital should be spent (Riley dan Brown, 2003). 
Many firms make a growth forecasting as part of its budgeting systems. Jaggi dan Gul 
(1999), found out that there is a strong relationship between growth opportunities and 
leverage. Big companies with low growth tend to use debt as its financing decision 
rather than go to equity market, since debt is considered relatively easier and cheaper. 
Furthermore debt is easier to manage in reducing bankruptcy risk.  
Growth opportunities can be seen from investment the firm done. Growth 
opportunity is an opportunity to invest in profitable project. The project can show the 
significant part of firm value (Ross, 2006). The bigger the debt, the riskier the 
company, but when the debt can be managed efficiently, the debt can accelerate the 
firm’s growth. Myers (1977) mentioned that higher growth create more choices in 
future real investment. The company which has high growth opportunities is more 
flexible in doing investment (Myer, 1977). This opinion is supported by Ooi (1999) 
Ooi (1999) who research the property companies as its samples in London stock 
exchange found out that the company with low growth opportunities tends to use the 
low leverage. Different result showed by Esperanca et all (2003) that found out the 
company with high leverage, growth opportunities significantly can reduce 
bankruptcy cost. More than that, it is argued that the firm with big growth opportunies 
tends to use low leverage. 
 
c) Fixed Asset  
 Djarwanto (1999) stated that tangible fixed assets which has permanent 
characteristics, used in regular operation, has more than one year economic value, not 
intended to be sold, can relate to the firm profit and can show firm’s fair stock value. 
Brigham dan Gapenski (2000) in their research explained that the companies which 
have assets guarantee are easier to obtain debt (fund) rather than the firms which do 
not have assets guarantee to the debt. Booth (2001) investigated capital structure in 
developing countries mentioned that fixed asset has a significant influence long term 
debt decision. The higher the fixed assets, the more opportunity in obtaining long 
term debts. Jensen and Meckling (1976), stated that agency cost will raise when the 
company decided to invest in high risk investment after issuing long term debt. The 
debt uses fixed asset as a guarantee to reduce lenderer risk like agency cost. This also 
means that there is a positive relationship between fixed asset and debt. 
  
d) Firm Size  
 Firm size can be measured using total assets, total sales, or total equity of 
firms. If the value of total assets, total sales, or total equity is too big, the value should 
be revalued using algorithm (Husman dan Miswanto, 1999). Jansen et all (1992), 
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stated that firm size is measured using natural logarithm (ln) of firm total assets. 
Friend and Lang (1988) mentioned that big firms have a big debt but operating better. 
Moreover, the big companies tend to diversify their activities and sources of funds to 
reduce the probability of bankruptcy. On the other hand, the small companies usually 
concentrate their activities to one field, so have little opportunities in financing. This 
research is in accordance with Agrawal and Knoeber (1996) research that found there 
is a positive relationship between size and leverage of US 500 big companies. 
 
e) R&D Expenses  
Research and development (R&D) is an intangible investment that will 
contribute to the long term firm growth. One of R&D activities is making product, 
process and other innovations. Innovations are needed to make the firm sustain in 
busniss. Ho, et all (2004) mentioned R&D investment in product innovation tend to 
improve fixed cost. R&D investment is long term investment and be financed using 
long term debt. Hoskisson (1990), Hill and Hansen (1991), showed that there is a 
relationship between leverage and R&D investment. Furthermore, it mentioned that 
institutional ownership will push the manager to reduce R&D investment, in order to 
stabilize short term profit. 
 
f) Interest Tax Credit (ITC) 
Interest rate is interest of loan investment, and average working capital interest 
costs or applies to firm in obtaining long term debt and short term debt (Esperanca, et 
all, 2003). Interest rate applied to third party is considered carefully by many factors 
including the use of cost of capital. Moon and Tandon (2007), used ITC as one of its 
control variables as a dummy or control variable. 
 
 
g) Net Operating Loss (NOL) 
Operational income minus operational expenses before interest and tax is 
called net operating profit or earning before income and taxes (net operating or 
EBIT). If the firm has a positive value means the firm has a profit, and vice versa. 




Friend and Lang (1988) stated that high managerial ownership should use 
debt carefully to reduce the probability of financial distress and bankruptcy. The 
manager and stockholder should push the firm to use low debt and try to find out 
another source of funds. Shleifer dan Vishny (1986) mentioned that the existence of 
external ownership will improve the monitoring and evaluation system in managerial 
performance. Institutional ownership may balance the use of capital through debt. 
Moh’d (1998) mentioned that institutional ownership is very important in a company, 
since institutional ownership may control opportunistic behavior of manager, and may 




Jensen et all (1992) argued that the firm with high profitability tend to hold 
dividend in order to have high internal source. This may lead the firm to avoid using 
risky debt. The important variables in capital structure not only depending on the sum 
of debt and equity but also the percentage of stock owned by inside shareholder dan 
outside shareholder. The ownership factors whether managerial or institutional 
influence the rate of debt. Padron et all (2005) found out the firm with big or high 
growth has a low leverage compare to low growth opportunities, since stock financing 
is believed less problems than debt financing. Furthermore, Moon and Tandon (2007) 
stated that high growth firm usually has positive NPV (net present value), and this 
will improve the value of the firm. Research related to business diversivication 
(Friend and Lang, 1988), fixed assets (Booth, 2001), product innovation and R&D 
investment (Ho, et all, 2004), interest rate (Esperanca, et all, 2003), and net operating 
loss (NOL) towards leverage has been done recently (Gitman, 2007, Brigham, 2005). 
 
 In this research leverage will be shown as an dependent variable, and equity 
ownership is considered as independent variables such as: managerial ownership, 




 There are nine hypotheses will be investigated in this research, namely: a. there 
is a significant influence between managerial ownership and leverage, b. there is a 
significant influence between institutional ownership and leverage, c. there is a 
significant influence between performance and leverage, d. there is a significant 
influence between growth opportunities and leverage, e. there is a significant influence 
between fixed assets and leverage, f. there is a significant influence between the firm 
size and leverage, f. there is a significant influence between R&D expenses and 
leverage, g. there is a significant influence between ITC (interest tax credit) and 
leverage, and h. there is a significant influence between NOL (net operating loss) and 
leverage. 
 
III. RESEARCH  METHODOLOGY 
Population, samples, and source of data  
 Data used in this research is secondary data which obtained from the 
Indonesian Stock Exchange annual financial report from year 2005 to 2008. Data then 
processed using SPSS for windows. This research used purposive sampling method, 
which is sample obtained by certain criteria such as: 1. Firm should be non-finance 
and non-utility, specifically should be manufacturing firms. 2. The firm should be 
listed (go public) in the Indonesian Stock Exchange from 2005-2008. 3. The firm 
should have data regarding managerial and institutional ownership. 4. The firm can be 
grouped by high growth firms when the firm market book ratio bigger than median, 





1. The Independent Variable 
 The independent variable is equity ownership with ownership structure 
managerial ownership (InsiderOwn) and institutional ownership (InstOwn). The 
measurement is done by percentage (Moon dan Tandon, 2007), namely: 
 
a. Managerial ownership is shown by the percentage of stock had by executive, 
manager, and or director, who actively involved in decision making. 
 
Insider Own = Number of stocks owned by manager and director 
 Number of stocks outstanding  
b. Institutional ownership is shown by the percentage of stock had by institutional 
investor in the company. 
 
InstOwn = Number of stocks owned by institutional investors 
      Number of stocks outstanding 
 
2. The Dependent Variable 
The dependent Variable in this research is leverage. Debt as a proxied of long term 
debt is the ratio of long term debt towards total assets. In Moon and Tandon (2007) 
formulated as follows: 
 
Leverage = Debt Ratio =   Long term debt 
          Total asset 
 
3. The Leverage Factors 
The leverage factors in this research are as follows: 
 
a. Performance of certain period is proxied by ratio return on asset (ROA). 
Mathematically ROA is formulated as follows: 
 
Performance= ROA = Income before interest and taxes (EBIT) 
     Total assets 
 
b. Growth opportunities (growth), this variable is measured through book to market 
value, or summation of market value of equity and book value of debt divided by total 
asset: 
 
Growth = Market value of equity + book value of debt 
    Total asset 
 
c. Fixed Asset is measured by net property, plan, and equipment owned by firm 
divided by total asset: 
 
Fixed Assets = Net property, plan dan equipment 




d. Firm size is measured by logarithm of total asset as follows: 
 
 In (size) = Book value of total asset 
 
e. R&D expenses (R&D), this ratio can be found through how much money spent to 
finance research and development compare to total asset: 
 
 R&D = R&D expenses 
   Total assets 
 
f. Interest Taxes Credit (ITC), this is a variable control of interest rate to debt. The 
firm that has interest taxes crtedit will be scored 1 (Moon and Tandon, 2007). 
 
g. Net Operating Loss (NOL), this variable will separate sample that have negative  
and positive net operating profit. Sample with negative value will be scored 1 (Moon 
and Tandon 2007). 
 
Data Analysis 
 This research investigated the influence of growth opportunities with relation 
to equity ownership and leverage. Data are analyzed using multiple regression with 
ordinary least square (OLS) method. The influence of independent and dependent 
variables are formulize as follows: 
 Debt = β0 + β1 InsiderOwn + β2 InstOwn + β3 Performance + β4 Growth + β5 
Fixed  asset + β6 Size + β7 R&D + β8 NOL + β9 ITC + έt 
 
Expalanation: 
InsiderOwn  : percentage of managerial ownership 
InstOwn  : percentage of institutional ownership 
Performance  : firm performance 
Growth  : market to book ratio (growth opportunitie) 
Fixed Asset  : ratio of property, plan, and equipment to total asset 
Size   : firm size 
R&D   : research and development expenses 
Debt   : ratio of total long term debt to total asset 
NOL and ITC  : net operating loss 
 
Classical Assumption Test 
Before running out the multiple regression analysis classical assumption test had been 
done. 
1. Normality Test 
 Normality test is examined in order to know whether the data in dependent 
and independent variables have distributed normally. The model is considered good 
when the data normally distributed. P-Plot diagram can detect the distribution. Since 
the distribution of data exists around the diagonal line, dependent variable and 





2. Multicollinearity Test 
 Multicollinearity test is aimed to examine whether the independent variables 
have close relationship. Good multiple regressions should free from multicollinearity 
problem. Multicollinearity exist when Variance Inflation Factor (VIF) more than 10 
or Tolerance value less than 0,10. The following Tables showed that there is no 





High growth firms Low growth firms 
VIF Decision VIF Decision 
1. InsiderOwn 2,951 No Multicollinearity 3,553 No Multicollinearity 
2. InstOwn 1,945 No Multicollinearity 2,166 No Multicollinearity 
3. Performance 2,317 No Multicollinearity 2,171 No Multicollinearity 
4. Growth 1,774 No Multicollinearity 3,464 No Multicollinearity 
5. Fixed Assets 1,712 No Multicollinearity 1,254 No Multicollinearity 
6. Size 1,637 No Multicollinearity 4,539 No Multicollinearity 
7. R&D 1,268 No Multicollinearity 1,682 No Multicollinearity 
8. NOL 1,926 No Multicollinearity 1,507 No Multicollinearity 
9. ITC 1,195 No Multicollinearity 2,211 No Multicollinearity 
Source: data processed by SPSS 15 programe. 
 
3. Autocorrelation Test 
Autocorrelation test is aimed to know whether there is a correlation error from period 
to period. Autocorrelation problem should be free in running regression analysis. 
Autocorrelation can be detected using Durbin Watson value. When the Durbin 
Watson value exist around upper level (dU) is assumed no autocorrelation problem. 
The decision Table in considering whether autocorrelation exist or not is described in 
the following Table. 
Table of the existence of autocorrelation 
No Null Hipotesa (H0) Decision Criteria 
1 Positive autocorrelation exist H0  rejected 0 < dw < dL 
2 No positive autocorrelation exist No decision dL ≤ dW ≤ dU 
3 Negative autocorrelation exist Ho rejected 4 - dL < dW < 4 
4 No negative autocorrelation exist No decision 4 – dU ≤ dW ≤ 4 - dL 
5 No autocorrelation (positive or negative) Ho rejected DU < dW < 4 -dU 
Sumber : Basic Econometrics, Gujarati, (2003). 
 
The result of autocorrelation test is as follows: 
The result of autocorrelation test 
Model dU dL 4 - dL 4 - dU dw Decision 
High Growth 
Firms 




1,958 1,139 2,861 2,042 2,02 There is no positive and 
negative autocorrelation 
Source: data processed by SPSS 15 
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 It is concluded in high growth firm Durbin Watson value is 1,94. It means 
there is no positive and negative autocorrelation. In low growth firms shows the thing, 
the Durbin Watson value in low growth firms is 2,02. It means H0 fail to reject so 
there is no positive and negative autocorrelation. 
 
4. Heteroschedastisity Test 
 Heteroschedastisity stated that when the variance of error is heterogen, it 
violates the classical assumption. The variance of error should be homogen. The test 
can be done using “white” test, with the decision criteria as follows: 
 
If the probability of χ2 counted > 0,05 (α=5%), (no heteroschedastisity). 
If the probability of χ2 counted < 0,05(α=5%), (heteroschedastisity exist). 
 
The result of heteroschedasticity test is as follows: 
 
Model Obs*R2 Probabilitas Decision 
High Growth Firms 6,751391 0,943871 No heteroschedastisity 
Low Growth Firms 19,02261 0,267493 No heteroschedastisity 
Source: data processed using  SPSS 15  
 
 It is known that the probability value of Obs*R2 > 0,05, this means Ho 




Hypothesis test done in this research is: 
 
a. F-Test 
 F-test is used to test the model proposed. F-test is used to investigate the 
dependent variable to independent variables as a whole. The criteria used to test the 
hypothesis are as follows: 
 
If significant level < 0,05, Ho rejected. This means the model can be used in research. 




 t-test is used to test the individual independent variables whether variables 
independent individually have significant influence to the dependent variable. The 
decision criteria are as follows: 
: 
When p-value < alpha 0,05 significant, so Ho rejected. 







IV. RESULTS AND DISCUSSION 
1. Manufacturing firms description  
This research used manufacturing firms as its population and sample. 
Manufacturing firms are selected as sample since manufacturing firms are the most 
active companies traded in stock market. Besides these companies are leader in their 
core businesses. Manufacturing firms listed in stock market used in this research 
produce various products and have many classifications such as: Food and Beverages, 
Tobacco Manufactures, Textile Mill Product, Apparel and Other Textile Product, 
Lumber and Wood Product, Paper and Allied Product, Chemical and Allied Product, 
Adhesive, Plastic and Glass Product, Cement, Metal and Allied Product, Fabricated 
Metal Product, Stone, Clay, Glass and Concrete Product, Machinery, Cable, Electric 
and Electronic Equipment, Automotif and Allied Product, Photographic Equipment, 
Pharmaceuticals, and Consumers goods. In this research samples are not obtained 
based on classification but based on purposive sampling, and certain criteria. 
2. Discussions 
 
Before describing the results of multiple regressions, the researchers showed 
and investigated the result of F-test in knowing whether the whole model can be used 
as a model. The criteria in F-test decision is when significant level < 0,05, so H0 
rejected and vice versa. The results of F-test are as follows: 
 
F-test of  Model 1 : High Growth Firms 
No Variabel Dependen R R Square F Sig 
1. Debt Ratio 0,686 0,470 4,329 0,001 
Source: data processed using SPSS 15 
 
F-test of Model 2 : Low Growth Firms 
No Variabel Dependen R R Square F Sig 
1. Debt Ratio 0,673 0,453 3,494 0,003 
Sumber: data diolah SPSS 15 
 
 From the above Tables, it is known that there are relationship between 
dependent variable or debt with independent variables such as: insider ownership, 
institusional ownership, growth, fixed asset, size, R&D, NOL dan ITC significantly 
with significant value of 0,001 for high growth firms and 0,003 for low growth firms. 
R value and R square value of high growth firms and low growth firms are 0,686 and 
47% for high growth firms, and 0,673 and 45,3% for low growth firms. This can be 
concluded that there are strong influence between independent and dependent 
variables in high growth firms and low growth firms. It can be concluded that this 
model can be used to see the relationship of independent and dependent variable. 
 
 To know the relationship and the influence of each independent variable to the 










t-test for model 1: High growth 
firms 
t-test for model 2: Low growth 
firms 
β Sig β Sig 
1. InsiderOwn 0,002 0,773 0,003 0,402 
2. InstOwn 0,002 0,113 0,002 0,201 
3. Performance 0,606 0,060 0,213 0,572 
4. Growth 0,006 0,491 0,331 0,008 
5. Fixed Assets 0,445 0,000 0,287 0,012 
6. Size 0,035 0,039 0,045 0,020 
7. R&D 2,500 0,568 2,500 0,568 
8. NOL 0,012 0,851 0,072 0,258 
9. ITC 0,079 0,079 0,009 0,868 
Source: data processed by SPSS 15 programe. 
 
Table for model 1 shows that fixed assets and size have significant influences 
towards leverage with significant level 0,000 and 0,039 respectively (less than 0,005). 
If we look at beta coefficient, the influences of these two variables towards debt are 
positive and significant. The other independent variables have no significant influence 
towards debt ratio since the significant value > 0.005. 
Table for model 2 shows that growth, fixed assets and size have a significant 
influence towards leverage with significant level 0,008, 0,012 and 0,020 respectively 
(less than 0,005). If we look at beta coefficient, the influences of these three variables 
towards debt are positive and significant. The other independent variables have no 
significant influence towards debt ratio since the significant value > 0.005. 
   
It can be stated that there is positive and significant influence between fixed asset and 
size towards leverage for high growth firms. Thus, this research is in conformity with 
previous research done by Moon dan Tandon (2007). This research proves that having 
fixed asset means the company has an ability to give a guarantee to the creditor or 
investor, so it is easier to obtain debt (Jensen and Meckling, 1976, and Booth, 2001). 
Size also has a positive and significant influence towards leverage. This result is in 
conformity with Friend and Lang (1988) research. Big size company has a high 
capacity to get more debt, so it can operate better. This also happened to the company 
which has high growth opportunity. 
Another finding of this research is that there are positive and significant 
influence between growth, fixed asset and size towards leverage. This finding is in 
conformity with previous research done by Moon dan Tandon (2007). The existence 
of significant influence between growth and leverage proves that the company which 
has low growth will go to debt market rather than to stock market, since debt is 
considered cheaper and easier (Jaggi dan Gul, 1999). Significant results also 
happened to variable size dan fixed asset. This proves that there is a significant 
relationship and influence between fixed asset and size towards leverage for low 
growth firms.  
Regarding there is no significant result between equity ownership and debt 
ratio, shows that this result is different with previous research done by Moon and 
Tandon (2007) that mentioned there is a negative significant relationship between 
equity ownership, where a manager and institutional ownership can be used to push 
manager in obtaining risky debt (Jensen, 1986). The probability why the result is not 
significant because the numbers of stocks the managers have are small, so can not 








The conclusions can be drawn as follows: 
1. In high growth firms, there is a positive and significant influence between fixed 
asset and size towards leverage. While managerial ownership, institutional 
ownership, performance, growth, R&D expenses, NOL and ITC do not have a 
significant influence towards leverage. 
2. In low growth firms, there is a positive and significant influence between growth, 
fixed assets, and size towards leverage. While managerial ownership, institusional 
ownership, performance, R&D expenses, NOL and ITC do not have a significant 
influence towards leverage. 
3. The managerial implication to the firm shows that growth, firm size and fixed asset 
can influence the numbers of debts obtained. The bigger the fixed asset owned, the 
bigger the firm ability to obtain high debt. To the company which have low 




  The recommendations can be drawn as follows: 
 
1. If possible, the following research uses longer period in order to have better results. 
2. The following research uses sample from various industries, so the results can be 
more generalized. 
3. Adding more variables such as: risk rate, free cash flow to confirm Jensen (1986), 
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